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LAW251, Trimester 3 2017 
QUESTION 1 


Rosa and Maggie are partners in a bakery business called ‘Fresh Today Bakery’ in Guyra. 
The business was established in 2000. Both Rosa and Maggie are in their 60s, and were 
friends from school. Their bakery sold a small range of traditional breads, cakes, muffins and 
scones together with takeaway coffee and sandwiches. They serviced local customers from 
the Guyra Township and surrounds, plus passing highway traffic. 


In 2016 ‘Lotus Bakers’, situated in Armidale, started to promote their bakery business online. 
Lotus Bakers had a much larger range of breads, cakes and muffins which customers could 
view and order online. Rosa and Maggie’s customers in Guyra began to make online orders 
from Lotus Bakers. Lotus Bakers were also prepared to deliver to locations as far as Guyra on 
a daily run. Fresh Today Bakery started to lose customers and began to operate at a loss. 
Their business bank account was overdrawn and ‘SoGoodFinance’ then refused to honour 
any more cheques. 


Despite running at a loss, Rosa and Maggie continued to operate Fresh Today Bakery and 
explored various alternative financing sources, including personal loans at different financial 
institutions. Rosa approached her friend Victoria for a loan in return for a share in the business. 
Victoria, who has been keen to invest in small profitable businesses, agreed to lend the 
partnership $20,000. However, Victoria demanded a profit sharing ratio of 20%. Furthermore, 
the agreement should stipulate that Victoria has the right to examine the partnership books at 
will, and to receive monthly reports from the business including balance sheet and profit and 
loss statement reports. 


Rosa, who has not had the opportunity to discuss this with Maggie, then drafts an agreement 
including a clause stating that the money advance is to be regarded as a loan, and for all 
intents and purposes the lender is not to be regarded as a partner of the business. This draft 
agreement was then executed and signed by Rosa, Maggie and Victoria. 


Subsequently, Sonia Gibson, who has been an employee of the Fresh Today Bakery since 
2015, approached Maggie and offered to lend to the business $10,000, which would accrue 
interest. Sonia also demanded a one eighth share of the net profit. Maggie orally agreed to 
this. 


Maggie then informed SoGoodFinance that Fresh Today Bakery had incorporated two new 
partners into their bakery business, and that their business was picking up. However, Fresh 
Today Bakery showed no such improvement. Instead, sales continued to decline to the point 
where on some days, only a quarter of what was baked had been sold. Noticing this, Rosa 
became very depressed, and decided to leave Australia and travel to Indonesia. Unable to 
cope with the stress, Maggie decided to go on a one-year yoga retreat to India. 


QUESTION 1 continued on page 3 
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Sonia and Victoria, who had been unaware of the large debt owing to SoGoodFinance, have 
discovered the decline in business and the money owing to SoGoodFinance, which is seeking 
to recover all debts outstanding from Rosa and Maggie. 


Advise Victoria and Sonia of their potential liability to SoGoodFinance in relation to the 
Fresh Today Bakery. 


30 MARKS 


QUESTION 2 


TR Hemington Pty Ltd specialises in the construction of outdoor BBQ Wood Fire Pits, Gas 
BBQ’s and other Steel Grill Metal work. Harry, Mat and Sally are the directors and 
shareholders of TR Hemington Pty Ltd. Although there is a huge demand for their BBQ 
products, the market for these products is also very competitive. To have an edge over their 
competitors, the directors have invested heavily on production line automation and class 
leading technology in their products. This enabled them to undercut their competitors’ prices. 
They also run heavily discounted monthly promotions to retailers, and also offer cashback 
deals at various times of the year. 


Although Harry, Mat and Sally have some great ideas for their products, they are not good at 
managing their cash flow. They therefore employed an accountant, Brian, who had been 
working in the manufacturing industry for many years as a financial controller. Because of 
Brian’s experience, he was paid a very good salary and was expected to set about 
implementing strategies to ensure that the company operated efficiently. 


Brian notices some financial setbacks in the company, and advises Harry, Mat and Sally that 
they refrain from some of their promotional methods and frequent cashback offers paid to 
customers as these are eroding their cash flow position. Harry, Mat and Sally tell Brian not to 
interfere in the managerial decisions, but just to make sure there is money to pay the 
employees and creditors. Brian finds this increasingly difficult and begins to undertake a 
program of only paying select creditors. The company has some other options to generate 
sufficient cash flow but those options are not explored. 


Brian eventually suspects that the company will soon go into liquidation if steps are not taken 
to cut back on expenses. Brian resigns. Soon afterwards, the directors are served with a 
director’s penalty notice from the Australian Taxation Office. The directors respond to this by 
putting the company into voluntary liquidation. The liquidator investigates the actions of Harry, 
Mat and Sally in the months leading up to the liquidation, and seeks your advice as to whether 
the company may be liable for insolvent trading. 


Advise if Harry, Mat and Sally and TR Hemington Pty Ltd are liable for insolvent trading. 


30 MARKS 


LAW251, Trimester 3 2017 
QUESTION 3 


Quilin Spencer and Mark Martini are non-executive directors of a book-publishing company 
called R.R Spookie Stories Pty Ltd. The company was established in 2010, and its directors 
include Stanley Stone, Patrick Piper, Daisy Donald and Alex Alaber. Its main role involves 
developing, marketing, producing, printing, and distributing books. It sometimes assigns a 
third party production company to fulfil this need. CherieChamp, an editorial consulting firm 
established in 2012, had in the past carried out these task for RR Spookie Stories Pty Ltd. 
They have also provided advice on acquisition processes and designs. CherieChamp has 
three senior partners, namely, Mark Martini, Susan Seige and Loren Lachlan. 


Early this year, the CherieChamp partners approached RR Spookie Stories Pty Ltd with a 
proposal which entails not only a regular income but a huge fees for CherieChamp. The 
proposal was for RR Spookie Stories Pty Ltd to engage CherieChamp as a permanent 
consultant on all editorial and publication matters concerning the publication of manuscripts. 
Mark Martini approaches their fellow directors Stanley Stone, Patrick Piper, Daisy Donald and 
Alex Alaber to accept the deal. He convinces them that the deal would reduce costs in the 
long run for the company. While these four directors know that Mark Martini is a partner of 
CherieChamp, they are not aware that Mark Martini is paid a commission if the deal is 
approved. 


Quilin Spencer, on the other hand, is suspicious of Mark Martini. Quilin Spencer believes that 
Mark Martini had taken commissions in the past from other dealings, but Quilin Spencer had 
been unable to convince the board as he had no proof. Furthermore, Quilin Spencer’s role on 
the board has been insignificant as he is considered as an ‘outside person’ by the other 
directors. Suspecting that his vote will not change the decision, Quilin Spencer fails to turn up 
for the board meeting at which the decision in favour of approving the consultancy is to be 
made. 


Advise both Quilin Spencer and Mark Martini of any potential breach of directors’ 
duties. 


30 MARKS 
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